The efficiency of inventory management practices andfinancial performance among Malaysian firms in consumer product sector by Zulkipli, Muhammad
PTTA
PER
PUS
TAK
AAN
 TU
NKU
 TU
N A
MIN
AH
I 
 
 
 
THE EFFICIENCYOF INVENTORY MANAGEMENT 
PRACTICES ANDFINANCIAL PERFORMANCE 
AMONG MALAYSIAN FIRMS IN CONSUMER 
PRODUCT SECTOR 
 
 
 
 
 
 
 
 
 
 
 
MUHAMMAD ARIF BIN ZULKIPLI  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
UNIVERSITI TUN HUSSEIN ONN MALAYSIA 
 
 
 
PTTA
PER
PUS
TAK
AAN
 TU
NKU
 TU
N A
MIN
AH
III 
 
DEDICATION 
To my beloved family members, 
Thank you for always being with me 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
PTTA
PER
PUS
TAK
AAN
 TU
NKU
 TU
N A
MIN
AH
IV 
 
 
ACKNOWLEDGEMENT 
 
 
 
 
I thank God for His unceasing love in granting me the opportunity to pursue my master 
degree and the ability to successfully undertake the research.  
I would like to express my special thanks and gratitude to my respectable 
supervisor, Dr Kamilah Binti Ahmad for her endless support encouragement and guidance 
during the research work. Furthermore, I would like to express my warm thanks to those 
who were directly and indirectly involved within the process of completing this research. 
I would like to thank the personnel of the Faculty of Technology Management and 
Business for their cooperation during my research. 
Last but not least, I sincerely thank to my beloved family members and friends for 
their continuous support in all forms, both physically and mentally which has resulted in 
the completion of my research.  
 
 
PTTA
PER
PUS
TAK
AAN
 TU
NKU
 TU
N A
MIN
AH
V 
 
 
ABSTRACT 
 
 
 
 
The Malaysian economy has been facing a series of financial markets crises since a decade 
ago until recently which were triggered by different factors. This hasweakened the earning 
prospects of firms in consumer sector following to continued slow recovery in consumer 
spending. The situation led firms to enhancethe inventory managementefficiency in order 
to avoid losses tobusinesses as inventory is a substantialasset especially for firms in retails 
and consumer goods sectors. Thus the efficiency of inventory management should be 
monitored and enhanced. This research investigates the current level of inventory 
management efficiency and its influence on firm’s performance using a quantitative 
approach. A secondary data of 116 firms listed in Bursa Malaysiain consumer product 
sectorwere analyzedby using correlation and regression analysis. The results reveal that 
the inventory turnover ratio has a significant influence on gross margin and assets turnover 
ratio. Furthermore, the number of days in inventory has a significant influence on gross 
margin. The study recommends thatconsumer sector’ firms can improve their financial 
performance by increasing the inventory efficiency. As such this study provides new 
support on the importance role of inventory management in improving firm performance.  
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ABSTRAK 
 
 
 
 
Ekonomi Malaysia telah menghadapi beberapa krisis pasaran kewangan sejak sedekad 
lalu sehingga baru-baru ini yang dicetuskan oleh pelbagai faktor. Ini telah melemahkan 
prospek pendapatan firma dalam sektor pengguna berikutan pemulihan perlahan yang 
berterusan dalam perbelanjaan pengguna. Keadaan ini telah menyebabkan firma-firma 
meningkatkan kecekapan pengurusan inventori untuk mengelakkan kerugian kepada 
perniagaan kerana inventori merupakan aset yang terbesar terutama bagi firma dalam 
sektor barangan runcit dan barangan pengguna. Oleh itu, kecekapan pengurusan inventori 
perlu dipantau dan dipertingkatkan. Penyelidikan ini menyiasat tahap semasa kecekapan 
pengurusan inventori dan pengaruhnya terhadap prestasi firma menggunakan pendekatan 
kuantitatif. Data sekunder 116 syarikat yang disenaraikan di Bursa Malaysia dalam sektor 
produk pengguna dianalisis dengan menggunakan analisis korelasi dan regresi. Hasilnya 
menunjukkan bahawa nisbah perolehan inventori mempunyai pengaruh yang signifikan 
terhadap margin kasar dan nisbah perolehan aset. Selain itu, bilangan hari dalam inventori 
mempunyai pengaruh yang signifikan terhadap margin kasar. Kajian ini juga 
mengesyorkan bahawa firma sektor pengguna dapat meningkatkan prestasi kewangan 
mereka dengan meningkatkan kecekapan inventori. Oleh itu, kajian ini memberi sokongan 
baru kepada betapa pentingnya peranan pengurusan inventori dalam meningkatkan 
prestasi firma. 
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CHAPTER 1 
 
 
 
 
INTRODUCTION 
 
 
 
 
1.1 INTRODUCTION 
 
 
A series of financial markets crises in Malaysia has affected changes in policy 
making and regulations mainly to strengthen its resilience to the intensified economic 
changes. In 1998, the Asian financial crisis which was originated from Thailand (Khoon 
and Mah-Hui, 2010) had significant impact on the Malaysian economy due tothe 
deterioration of Gross Domestic Product (GDP) growth.The financial situation was not 
triggered by Asian economic instability but due to the weaknesses of United Stated 
financial industry that led the effect to the change in the global trade and recession 
(Nadarajan et al,. 2015). The crisis gave significant impact to the global economy since 
United States has large investment in Asian countries including Malaysia. Local 
economist forecasted that Malaysia may not encounter the sharp downturn compared to 
1998 but it may give a longer recession than in 1998. This situation has increased price of 
consumer goods in the market and has consequently reducedtotal demand for consumer 
products due to low purchasing power.The current crisis and changes in the 
policy/regulations have significantly affected related sectors in Malaysia especially for 
consumer product and retail sectors which concerns on the turnover ofhigh volume of 
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inventories performance. The survival of consumer product and retail based businessesand 
their financial stability should be supported with strong business strategies and the use of 
performance measurement indicatorsas well as to remain financially stable. From the 
context of inventory management, this practicehas become one of the important aspects 
in today’s organization for enhancing performance. 
 
Inventory managementis viewed as one of the most important management function in 
operation management and the overall context of material management systems 
(Mohanty, 1985, Capkun et al,. 2009; and Ahmad et al., 2014). Gaur and kasuvan (2007) 
argued that inventory is an important part of assets for firms and it is the hardest assets to 
be managed by trading and manufacturingfirms (Kolias et al., 2011).The majority of 
successful retailers look at inventory management as a tool to improve customer 
satisfaction through refined merchandise assortments and in-stock position. High level 
ofcustomer satisfaction will results in increased revenue, lower inventory level, greater 
liquidity, and improved return on investment. Proper inventory management influences 
the firm’s financial strength and competitive position since it can directly affect working 
capital, production and customer satisfaction (Rao and Rao, 2009).  
 
Inventory performance can be evaluated using certain indicators such as inventory 
turnover ratio and number in days of inventories (Kolias et al., 2011).  These indicators 
are crucial to measure the level of efficiency in the inventory management.Inventory 
turnover ratio is the method to measure the liquidity of inventory of a company. Higher 
inventory turnover shows a good selling indicated by the number of inventory replacement 
to the assets. Therefore mismanagement of inventory will give impact on the firm’s 
financial performance and it should not be underestimated since it is significant 
contributor to the performance of the company.  
 
 
 
 
 
 
 
PTTA
PER
PUS
TAK
AAN
 TU
NKU
 TU
N A
MIN
AH
3 
 
1.2 RESEARCH BACKGROUND 
 
 
The research concerns on the effect of inventory management efficiency on the 
firm’s profitability and growth. This study focuses on large firms from consumer sector 
listed in Bursa Malaysia. Bursa Malaysia is a holding company transactions approved 
under Section 15 of the Capital Markets and Services Act 2007. It operates a fully 
integrated business, offering a range of services related to the exchange's trading services, 
clearing and storage. Bursa Malaysia was known as Kuala Lumpur Stock Exchange and 
after 2004 the names change to Bursa Malaysia Berhad (Bursa Malaysia, 2016). 
Consumers industries have been generating a large number of business activities in 
Malaysia. This sector is primarily related to selling directly to consumers rather than to 
manufacturer or other industries. Consumer product sector usually involves a substantial 
volume of number of inventory in the operations. The consumer sector is a tertiary sector 
of industry involves the provision of services to other businesses as well as final 
consumers. Hence managing inventory is very crucial in avoiding loss and dropping in 
sales for firms. Example of activities in consumer products are wholesaling and retailing. 
The goods may be transformed in the process of providing the service. In 2016, Consumer 
product sector on Bursa Malaysia have been some of the best performers. The Bursa 
Malaysia Consumer Products Index have risen 3.1% year to date while the benchmark 
Kuala Lumpur Composite Index (KLCI) is still suffering losses (Fundsupermart Research, 
2016). 
 
During the eleventh Malaysia Plan (RMK-11) the development of the consumer services 
sector will be guided by the Services Sector Blueprint, which aims to unlock the potential 
of the sector and transform it to become more knowledge intensive and innovation-led. 
The sector is expected to grow at 6.9% per annum, contributing 56.5% to GDP in 2020, 
and providing 9.6 million jobs, as shown in Table 1.1. Table 1.1 indicates that the 
wholesale & retail trade, accommodation & restaurant contributes 32.4 per cent to the total 
GDP in 2015. Therefore this sector plays important roles to the Malaysian economy due 
to its contribution to the national income. 
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Table 1.1: Major indicators for consumer service sector, 2015-2020 
 
RM million 
in 2015 prices 
% of total 
Average 
annual 
growth 
rate, % 
Items 2015 2020 2015 2020 Target 
Services value added 571,835 796,722 100 100 6.9 
Electricity, gas & water 27,094 32,830 4.7 4.1 3.9 
Wholesale & retail trade, 
accommodation & 
restaurant 
185,410 246,499 32.4 30.9 5.9 
Transport, storage & 
communications 
97,363 148,539 17.0 18.6 8.8 
Finance, insurance, real 
estate & business services 
121,328 168,270 21.2 21.1 6.8 
Government services 94,152 127,685 16.5 16.0 6.3 
Other services 46,487 72,900 8.1 9.1 9.4 
Labor productivity 
(RM/worker) 
68,111 83,411   4.1 
Services export (RM 
million in current prices) 
146,387 195,890   6.0 
Employment (‘000) 8,396 9,552 60.9 62.5 2.6 
Contribution of total 
servicessector to GDP 
(%) 
  53.8 56.5 55.3 
Source:  Economic Planning Unit; Malaysia Productivity Corporation; and Department of 
Statistics Malaysia (2015) 
 
With the adverse impact ofuncertain economy, the recoveryin consumer spending 
continues slow and fragile. The recent economic report on Malaysian consumer 
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reportaccording to DBS group research (2017) shows that the slow pick-up in consumer 
spending hasbeen dragged by higher cost of living due toreduced subsidies by the 
government, slowingeconomic growth momentum, concerns over jobprospects, ringgit 
volatility, and high household debt. On the consequence, future earnings of firms in this 
sector seems weak due to continued slowrecovery in consumer spending, weakening 
ringgit that willinflate the cost of imported materials, higher minimumwage effective from 
July 2016 to add onto cost pressures, and an increasingly competitive operating 
environment andweak consumer market may restrict companies’ ability to passon rising 
costs(DBS group research, 2017) 
 
Given the significant economic contributions by the Malaysian retailing, wholesalingand 
the overall consumer goods sector, it is worth investigating this sector as a scope of study 
from the perspective of inventory management towards further development of this sector. 
 
 
1.3PROBLEM STATEMENT 
 
 
Inventory management has been a center of discussion by academics since it is a crucial 
element for improving firms’performance. The objective of inventory management is to 
strike a balance between inventory investment and customer service (Heizer and Render, 
2014). Meanwhile Gitmann and Zutter (2012) stated that inventory management objective 
is to turn over inventory as quickly as possible without losing sales. A well and efficiently 
controlled inventories can contribute to the effective operation of the firm and hence the 
firms overall profit (Cannon, 2008). For most firms, inventory management represents a 
key success factor, as accomplishments of firms depend on how theymanagethe inventory. 
However much of a company’s costs were attributed to the amount it invests in inventory 
and associated holding, transportation, and management costs (Waller et al., 2006). These 
may reduce efforts towards higher inventory management practices for some firms. There 
has been a question for the status of efficiency of inventory management in today’s 
organization due to cost factors and other organizational factors (Ahmad et al., 2014). 
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Furthermore firms’ controlling and monitoring on the efficiency of inventory management 
is often overlooked. The stress on inventory management is crucial as inventory is one of 
the most expensive assets of many firms, representing as much as 50% of total invested 
capital (Heizer and Render, 2014). Thus inefficient inventory management leads to a 
number of problems. One of the important problems faced by today’s consumer product 
sector are how to determine the accurate level of inventory and to speed-up the selling of 
inventories which normally can lead to over and under-stocking, expired inventory and 
failure to meet targets (Cannon, 2008 and Godana and Ngugi, 2014). Over-stocking means 
the purchase of the inventory is more than the average volume level and itcreates waste 
for company and increases the holding costs of inventory such as the cost of capital on 
purchased items, labour, value added taxes, insurance, storage, pilferage, shrinkage and 
other related costs.  Too much inventory consumes physical space, creates a financial 
burden, and increases the possibility of damage, spoilage and loss. Further, excessive 
inventory frequently compensates for sloppy and inefficient management, poor 
forecasting, haphazard scheduling, and inadequate attention to process and procedures 
(Koumanakos, 2008). In the end, the under-stocking refers to the production volume of 
the inventory below than the average inventory volume. The inability of company to fulfill 
the desire and demand of the certain product or goods (Capkun et al., 2009) due to under-
stocking can increase cost of sales. 
 
Cost of lost sales includes all of those costs which occur as a consequence of an out-of-
stock condition. Furthermore the slow-moving inventories can increase obsolete inventory 
materials which easily be broken and scrapped. This problem can be overcome by 
producing the exact quantity of inventory based on systematic demand forecasting and 
other inventory techniques. Apart from these issues, inventory management progress can 
havea direct link with profit generation and the level of cash flow of organization.  A 
decreasing in the firm operating income and issue of serious cash flow problems occur 
when firms are holding the slow-moving inventories. This situation usually happens if 
inventory is not properly and systematically managed (Kolias et al,. 2011) especially for 
fast moving consumer goods, the problems related to inventory management is even more 
critical. For example PadiniSdnBhd reported a negative slower same-store sales (SSS) 
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growth while Parkson Holdings Bhd registered a much slower SSS growth of 2.8% in 
fourth quarter of 2012 (versus the targeted range of 7% to 9%).With no real changes in 
the economic outlook, Malaysians’ confidence remains low and this trend will continue 
to be the case until the pressure on the Ringgit ease. Only when the pressure of the Ringgit 
improves, can consumers start to feel the burden of their day-to-day spending lessen (Hall, 
2016). This was contributed by the consumer attitude towards purchasing which affect the 
consumers’ product sector significantly.  Hall (2016) argued that despite the fact that none 
of the economic KPIs indicate that Malaysia is in a recession, consumers continue to 
believe that the current situation and the future for the country is not positive.Malaysian 
consumer product sector facesan intensified global competitionsdue to the continuous 
changing in economic regulations and environment. Besides that increased production 
costs and inflations rate led the consumer sectors to increase their level of competitive 
advantage and to maintain growth. This is reported by UOB KayHian Research (2013) 
which indicated Malaysian consumer goods faced business risks include declining 
consumer demand and rising raw material costs which affect directly to inventory. For 
consumer product based firms listed in Bursa Malaysia, it was reported that consumer 
product corporate profits could remain under pressure due to economic growth slowdown 
(Fundsupermart research, 2016).Thus tougher international competition and increased 
inventory carrying costs act as the major motives for speeding up inventory turnover and 
the overall efficiency of inventory management to maintain their survival. 
 
The conclusion for this problem statement is the major problem related to the inventory 
that happen in consumer sector is the inefficient of inventory management and may lead 
to several minor problems that are over and under-stoking inventory and cost of lost sales. 
Over and under-stoking inventory will lead to the expired of the inventory and failure to 
meets the target customer. Cost of lost sales will lead to the decreasing of firm operating 
income and serious cash flow problem that may lead to the bankruptcy. 
 
There are substantial empirical evidences concerning the inventory management practices 
and its relationship withperformance (Boute et al., 2006;Shah and Shin, 2007; 
Koumanakos, 2008; Capkun et al., 2009; and Kolias et al., 2011; Ahmad et al., 2014; 
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Ogbo et al., 2014;Panigrahi, 2013 and Godana and Ngugi, 2014).  Capkun et al. (2009) 
investigated the relationship between inventory performance, both total inventory, and its 
discrete components of inventory (raw material (RMI), work in process (WIP) and 
finished goods (FGI)) and financial performance in U.S manufacturing sector. Similarly 
Shah and Shin, 2007 examined the relationships among information technology, 
inventory, and profitability in US manufacturing firms. Meanwhile Boute et al., (2006) 
analyzed inventory turnover in Belgium manufacturer sector and the impact of reducing 
the inventory to the company financial performance.  Despite this, research into inventory 
management efficiency and performance is still fragmented and research evidences 
relating to inventory management within Malaysian consumer products sector is still 
lacking(Zulkarnain et al., 2001; Abdelaziz et al., 2011and Nadarajan et al., 2015). The 
lack of information regarding the status of inventory management efficiency and how it 
relates with performance delays in the effort for further enhancement in the overall 
competitiveness among Malaysian firms. Given this situation the research is conducted to 
explore the relationship between the level of inventory management efficiency and firm 
performance. In particular this research focuses on the relationship between inventory 
turnover and days in inventory (indicators of efficiency) and profitability and firmgrowth 
(performance’s indicators). The gap will be filled holistically by examining the empirical 
relationships between the level of inventory management efficiency and performance. A 
quantitative approach wasutilizedusing secondary data derived from firms in consumer 
product sector listed in Bursa Malaysia from 2013 until 2015. This research enriches the 
body of knowledge in inventory management and firm’s performance by adding new 
empirical evidence on the effect of inventory management efficiency on performance in 
Malaysian consumer product sector firm’s context. 
 
 
 
1.4 RESEARCH QUESTIONS   
 
 
Three research questions are developed to guide this study: 
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1. What is the level of efficiency of inventory management practicesand financial 
performanceamong Malaysian Public Listed Firms in consumer product sector? 
 
2. Is there any significant relationship between the efficiency of inventory 
management practices and financial performance among Malaysian Public Listed 
Firms in consumer product sector? 
 
3. Does the efficiencyof inventory management practices have a significant 
influenceon financial performanceamong Malaysian Public Listed Firms in 
consumer product sector? 
 
 
1.5 RESEARCH OBJECTIVES 
 
 
1. To examine the level of efficiency of inventory management practices and 
financial performance among Malaysian Public Listed Firms in consumer product 
sector. 
 
2. To identify any significant relationship between the efficiency of inventory 
management practices and financial performance among Malaysian Public Listed 
Firms in consumer product sector. 
 
3. To investigate the significant influence of efficiency inventory management 
practices on financial performanceamong Malaysian Public Listed Firms in 
consumer product sector. 
1.6 RESEARCH SCOPE 
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This research was conducted using quantitative approach by utilizing secondary data on 
inventory turnover, profitability and company growth in Bursa Malaysia. The quantitative 
research is the systematic empirical investigation of observable phenomena via statistical, 
mathematical or computational techniques (Sekaran and Bougie, 2013). Quantitative has 
been used to answer questions regarding relationship involving the measured variable 
(Creswell, 2013). The process of measurement is central to quantitative research because 
it provides the fundamental connection between empirical observation and mathematical 
expression of quantitative relationships. 
 
The data were retrieved from 116firms listed in Bursa Malaysia from 2013 until 2015 
which is three years. The target samples are firms from consumer product sector. Financial 
data from firms’ financial statements were used to assist the data analysis. The data that 
will retrieve from financial statement are using to calculate the inventory turnover ratio, 
number of days inventory, gross margin, assets turnover ratio and sales growth 
rate.Consumerproduct sector consist of all the firm that are related to the production of 
goods or services within an economy (Nadarajan et al,. 2015). This sector involves the 
goods that are bought from certain individuals but not directly from industry or 
manufacturer. It is also produce the goods or product that public want or needs (Gaur and 
Kasuvan, 2007). This consumer product sector includes firms involved in the production 
of food and beverages, clothing, automobiles and electronics.There are two type of 
product that been produce that is durable product and non-durable product (Gaur and 
Kasuvan, 2007). Durable product is the product that has the long life-spam such as car, 
refrigerator, tools, electronic and non-durable product is the product that does not last long 
such as food, clothing and cosmetic product.  
 
 
 
 
1.7 RESEARCH SIGNIFICANCE 
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The research concerns the relationship between inventory turnover and profitability will 
be a good reference for the company involved in consumer productto improve the level of 
efficiency and competitiveness of the organization. The new idea that will be generated 
from this research will improve awareness and initiatives towards enhancing the 
efficiency of inventory management practices especially for firmsfrom to the production 
and service sector. 
 
Besides that, this research will add to the current empirical evidence on the relationship 
between inventory turnover, profitability and firm growth in Malaysian consumer product 
sector. As discussed in the problem statement, there appears a significant gap in the body 
of knowledge regarding the role of inventory management in enhancing performance in 
the context of Malaysia large firms. Therefore this study contributes a new support in the 
field of inventory management and firm performance. 
 
Other than that, this research also can be a starting point for future researchers in exploring 
the role of inventory management especially for data validation and empirical support in 
inventory management. 
 
 
1.8 CONCLUSION 
 
 
This chapter explains the introduction of the research topic followed by research 
questions, research objectives and discussion on problem statement and research scope 
and significance. As inventory management is important in determining the firm success, 
this study is hoped to add a new empirical evidence and towards increasing the 
understanding in the context of Malaysia large firms from Consumer sector. The rest of 
this paper is organized as follows. Chapter 2 reviews the relevant literature, previous 
studies related to this research and conceptual framework. Chapter 3 describes the 
methodology applied in conducting this research. 
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